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DEPRECIATION OF War-TIME BUILDINGS 


Section 59B of the Commonwealth Income Tax Assessment Act 
authorises the Board of Referees to grant a depreciation allowance 
in respect of certain war-time buildings. 

The application for the allowance must be accompanied by a 
certificate signed by the Department of Munitions or other relevant 
authority to the effect that the building was constructed or acquired 
for use primarily and principally in, or in connexion with, the prose- 
cution of the present war, s. 59B (2). 

A new regulation (No. 7A) has been gazetted which provides that 
every application for a certificate which is required by s. 59B (2) 
to accompany any application to the Board of Referees shall be sup- 
ported by a certificate signed by an architect, engineer, builder or 
other person approved by the Department of Munitions or other 
relevant authority, certifying to the best of his knowledge and belief :— 


(a) the location and description of the building; 

(b) the purpose for which the building was erected or, where the 
application relates to alterations, additions, or extensions, the 
nature, extent and purpose of the alterations, additions or 
extensions ; 

(c) the cost of the building, or of the alterations, additions or 
extensions, as the case may be; and 

(d) the name and address of every architect, engineer and builder 
employed in connexion with the work. 

Girts AND BEQUESTS TO PuBLIC BENEVOLENT INSTITUTIONS 

Two interesting decisions have recently been given by the High 

Court concerning gifts to public benevolent institutions, both of which 
were favourable to the taxpayer :— 

‘ A testator devised to the Presbyterian Church (N.S.W.) Property 
Trust a property upon trust for the purpose of a home for aged 
women in straitened financial circumstances who should be required 
to pay towards its upkeep £1 per week. He also bequeathed £500 
to be applied for the maintenance of the Home, and devised four 
shops upon trust to apply the income therefrom for the same purpose. 
Held that although the devise of the property was to establish an 
institution it was exempt from Federal Estate Duty under s. 8 (5) 
of the Estate Duty Assessment Act as being a devise to a “public 

A 
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extent that the premium was referable to the employer’s interest 
in the policy, as it was a payment of a capital nature. 

On the above view, it follows that any sum received by the 
employer under an insurance policy on the life of a director, employee, 
or shareholder is not assessable income under the Commonwealth 
Act. 

Under the Commonwealth Act, a “dividend” includes any distri- 
bution made by a company to its shareholders other than a retum 
of paid up capital. 


AMENDMENTS TO COMMONWEALTH Pay-RoLtt TAx 
ASSESSMENT ACT 


The Pay-roll Tax Assessment Act, No. 2 of 1941, which first 
applied to wages paid or payable by an employer in respect of any 
period of time after June 30, 1941, has been amended by Act No. 48 
of 1942, assented to on October 6. 1942. The main objects of the 
amending legislation are :— 

(1) To simplify the working of the Act. 

(2) To remove minor injustices arising out of the application of 

the Act. 

(3) To legalize an undertaking given by the Government to exempt 

from pay-roll tax payments made to former employees who 
are on active service. 


General exemption: Prior to the amendment, an employer was 
allowed to deduct from the wages declared in his monthly return, a 
general exemption, at the rate of £20 per week. This monthly 
exemption varied from £80 to £100, according to the number of 
days (from 28 days to 35 days) covered by the return. Under 
the amended provisions, the general exemption has been fixed as 
follows :-— 
(a) Where the return or assessnient relates to a calendar month 
—£86/13/4, or 

(b) Where the return or assessment relates to a period of more 
than a calendar month, £86/13/4 for each calendar month 
included in that period. 

Provision is made that where an employer is an employer for 
part only of any month, the amount to be deducted from the wages 
included in the return shall be an amount which bears to £86/13/4 
the same proportion as the number of days in that month during 
which the employer was an employer bears to the total number of 
days in that month. 

Example: A person was an employer for 21 days in November, 
1942. The general exemption for that period would be calculated 
as follows :— 

21 
— of £86/13/4 = £6013 4 
30 a 


Beginning with the return for October, 1942, and for all subse- 
quent monthly returns, the general exemption is now stabilized at 
£86/13/4 (one twelfth of £1040) where a person was an employer 
for the whole of the calendar month. 

If the monthly deduction exceeds the wages returned for that 
month, the excess may be carried forward and deducted in the next 
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monthly return, in addition to the usual monthly deduction allowable 
in that return. (S. 14 (2)). 
Example: 
Wages payable: October, 1942 .. .. .. £60 0 O 
Less: General exemption (S. 14 (1) (a)). 8613 4 


Unabsorbed exemption to be carried for- 
ward to November, 1942 (s. 14 (2)). £2613 4 


Wages payable: November, 1942 .. .. .. £120 0 0 
Less: General Exemption for 
November (s. 14 (1) (a)) £8613 4 
Unabsorbed exemption, Octo- 
ber (se. 14 (@)) .. .. .. BI 4 
———- 113 6 8 


Amount subject to Pay-roll tax .. .. .. .. #4613 4 


Annual adjustment of tax: The Principal Act was defective in 
those cases where an employer paid wages in excess of £1,040 over 
a period less than 12 months. It was intended that every employer 
should obtain an exemption of £1,040 (£20 per week) in respect 
of the wages paid or payable during a complete year. But in the 
case of seasonal employers who pay out their wages over a few 
months or weeks each year, the exemption actually received could 
fall much below the general exemption of £1,040. 

Example: A shearing contractor, during year ended June 30, 
1942, paid wages as follows: 


1941 Wages paid General Exemption 
ES See ee £20 £20 
SEE Abisdd ich ann ates 25 25 
CS eee 500 80 
EE 100 
November .. .. .. .. .. 1500 80 
Pe ee oe 25 25 
January-June, 1942 .. .. 130 130 


re es £460 


Amount subject to Pay-roll tax (period September/November) 
(£3000 — £260) = £2740. 

Pay-roll tax paid: 2%4% on £2740 = £68/10/-. 

It was the intention of Parliament that the liability to Pay-roll 
tax in the above case, should be as follows :— 


Wages paid for full year .. .. .. .. .. £3200 
General exemption for full year .. .. .. .. 1040 


—_— 


Amount subject to Pay-roll tax .. .. .. .... £2160 


Pay-roll tax payable: 
2%4% on £2160 =... .. .. .. .. ...... £4 O O 


Amount of pay-roll tax overpaid .. .. .. £1410 0 
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The Amending Act of 1942 rectifies the above position retro 
spectively to July 1, 1941, and ensures that in all cases where an 
emloyer is an employer during the whole of the financial year, and 
fails, because of fluctuating pay-roll, to obtain the benefit of the 
general exemption of £1040, he will, upon application by him to the 
Commissioner, obtain a refund or rebate equal to the tax over-paid 
(new s. 16 (2)). Where there has been an excess payment of year 
ended June 30, 1942, application for a refund should be made 
forthwith. 

Provision is made in new s. 16 (2) (b) that where an employer 
is an employer during part only of the financial year, the amount 
of the annual general exemption is reduced proportionately. For 
example, if an employer were an employer only for 6 months of 
the year, new s. 16 (2) (b) ensures that, irrespective of the amounts 
of general exemption deducted in the monthly returns, he will, upon 
application, obtain the benefit of a general exemption of £520 (half 
of £1040). 

Returns: Where the Commissioner is of opinion that it would be 
unduly onerous to require an employer to furnish returns in respect 
of the periods or within the time specified (7 days after the end of 
each month) he may, by notice in writing, vary the periods in respect 
of which; or the time within which, that employer is required to 
furnish returns, and the employer shall, while that notice remains 
unrevoked, furnish returns accordingly. The Commissioner may at 
any time revoke such notice in writing. 

In the appropriate circumstances, the Commissioner is thus em- 
powered to vary the period to be covered by the returns (for example, 
seasonal employers) or the time within which the returns are to be 
lodged (for example, employers in remote districts). 

Exemptions: The previous and present Government had given an 
undertaking that pay-roll tax shall not be collected from payments 
made by former employers to employees who are on active service. 
The Commissioner, in fact, did not collect: pay-roll tax in respect 
of such payments. The Act has now been amended (new s. 15 
(d)) and provides that pay-roll tax shall not be payable in respect 
of wages paid to a person who is a member of— 


(i) the Defence Force of the Commonwealth or of the armed 
forces of any other part of His Majesty’s dominions; 

(ii) the Australian Army Nursing Service; 

(iii) the Australian Women’s Army Service; 

(iv) the Women’s Auxiliary Australian Air Force; 

(v) a Voluntary Aid Detachment, and who has been called up 
for full-time service with the Defence Force of the Commor- 
wealth ; 

(vi) the Women’s Royal Australian Naval Service, or 

(vii) any other organization similar to any of those specified in 
(ii) to (vi) above which is prescribed. 


It is a condition of this exemption that the member, by reason 
of his or her service as such a member or of capture in the course 
of that service, does not, during the period in respect of which the 
wages are paid, render services in consideration of the payment of 
those wages. The above exemptions are retrospective to July 1, 1941. 

Release of employers in case of hardship: New s. 70 (10) provides 
that in lieu of referring any application for release in case of 
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hardship, to a member of the Board of Review, the Hardships Board 
may refer the application to the Chairman of the Valuation Board 
constituted under the Land Tax Assessment Act. 


War-Time (Company) Tax 
The following regulation has been added to the War-time (Com- 
pany) Tax (Statutory Percentage) Regulations: 


“(5) In respect of that class of business which consists of the 
manufacture and supply of X-ray and electro-medical appa- 
ratus, the statutory percentage for the purposes of the 
War-time (Company) Tax Assessment Act 1940-1942 shall 
be 5% per centum.” 


The above regulation applies to all assessments for the financial 
year commencing on 1 July, 1941, and all subsequent financial years. 
(Statutory Rules No. 461 of 1942, dated 20 October, 1942, and 
notified in Commonwealth Gazette of 21 October, 1942). 


RELEASE OF TAXPAYERS IN CASE OF HARDSHIP 

Under s. 265 (3) of the Principal Act, where an application for 
relief from payment of income tax is made in respect of an amount 
of tax which is not less than £500, the Relief Board constituted 
under s. 265 (1) is required to refer the application to a member 
of the Board of Review for the purpose of investigating the financial 
position of the applicant. If the amount, in respect of which relief 
from payment is sought, is less than £500, the application may, at the 
discretion of the Relief Board, be referred to a member of the 
Board of Review. 

It was officially explained that, because of the increase in the 
number of relief applications and because also of the increase in the 
number of cases of disputed assessments referred to the Board of 
Review since the commencement of the present war, the Board of 
Review is finding difficulty in giving the desired consideration to all 
the cases referred to it by the Chairman of the Relief Board. 

Section 265 has, accordingly, been amended by the Amending Act 
(No. 2) of 1942 to provide that the Chairman of the Relief Board 
be given a discretionary power enabling him, where necessary or 
desirable, to refer applications for relief from payment of income 
tax to the Chairman of the Land Tax Valuation Board instead of 
to a member of the Board of Review. It is understood that relief 
applications are now being heard by, the Chairman of the Land Tax 
Valuation Board. 

Section 265 has also been amended by providing that the Com- 
missioner be authorized to exercise the powers of the Relief Board 
in those cases where the liability to tax does not exceed £20. 


TAXATION DeEcIsIONS OF THE BoaRD OF REVIEW 
The following is a summary of decisions recently given by the 
Board of Review in matters of general interest. The sections 
referred to are those of the Commonwealth Income Tax Assessment 
Act, except where there is an indication to the contrary :— 
Premium—Goodwill. Taxpayer purchased a chemist’s business 
carried on in premises a five years’ lease of which was subsequently 
granted to him by the vendor pursuant to the agreement for the 
purchase of the business. He paid £500 “for the sale of the good- 
will” and further amounts for stock-in-trade, etc. 
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Held: That the amount of £500 was a “premium” and that the 
taxpayer was entitled to proportionate deductions for each year of 
the lease—Sections 83 and 88 (1). 

Gratuity. During the year ended 30th June, 1940, the taxpayer, 
in addition to his ordinary salary, received from his employers a 
bonus or gratuity of £1,000 which (he said) was paid partly as a 
provision for his old age and partly because his salary for many 
years had not been commensurate with the importance of his position. 
He therefore claimed that the sum of £1,000 should, for assessment 
purposes, “be spread over (say) ten years.” He had not retired 
from his position and there was no thought of his retirement in the 
near future. 

Held: That the sum was properly assessed as income of the year 
in which it was received. See the authorities’cited in Cases 10 and 
11 of Volume 9 of the Board’s Decisions. 

Furlough. A permanent officer of the Defence Forces who 
reached the retiring age of 60 years in the year ended 30th June, 
1940, was directed to cease duty in the preceding year, and was 
granted a period of furlough (7% months) which expired on his 
60th birthday. On ceasing duty he was paid a lump sum as “salary 
in advance” for the period of furlough. ‘The Commissioner assessed 
a proportionate part of the jump sum as income derived in the year 
ended 30th June, 1940. j 

Held: (a) That the lump’sum was not subject to Section 26 (d) 
but was assessable income in the nature of salary, and (b) that as 
the whole sum was paid in the year ended 30th June, 1939, it was 
income wholly assessable for that year. 

Partnership. “A” and his wife being “an association of persons 

. . in receipt of income jointly” were a “partnership” within the 
meaning of the Act. Their income was derived from rent-producing 
properties which were held in their joint names. 

Held: That in such circumstances there cannot be an assessment 
of the “partnership” under Section 94 and that there is no alternative 
to assessing the husband and wife on their respective shares of the 
net income “of the partnership” unless the joint ownership can be 
successfully challenged, e.g., on the ground that either the husband 
or the wife is not the beneficial owner of his or her share of the 
property held in the joint names. 

Sale of Business. During the relevant accounting period (the 
calendar year 1939) taxpayer decided to discontinue his business 
as a breeder of stud sheep. jln June of that year he sold all of his 
stud ewes, and shortly afterwards all of his stud rams, but he 
retained 840 stud lambs unti! the following year when they matured 
and were classified and sold as stud stock. It was claimed that in 
the year 1939 he sold the whole of his business for the purpose of 
putting an end to that business—Section 36 (2). 

Held: That the claim could not be allowed, because the retention 
and sale of the lambs were acts associated with this business, and 
therefore he had not put an end to the business until 1940 (his 
next accounting period). 


War-TimME (Company) Tax 
Commonwealth Loan Interest. War-time (Company) Tax is an 
income tax, the assessment of which is subject to’ the provisions 
of Section 20 of the Commonwealth Debt Conversion Act and Section 
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52B of the Commonwealth Inscribed Stock Act. Consequently, 
if the excess of taxable profit (over the percentage standard) 
includes Commonwealth loan interest, there is no liability for War- 
time (Company) Tax in respect of such interest. 

Held: therefore, that the rates appropriate to the full amount of 
the excess are the rates to be applied to the interest included therein, 
and that the amount thus ascertained must be deducted from the 
tax which would otherwise have been payable on the excess. 

“Co-Operative Company.” A company having no share capital 
and carrying on the business of mutual insurance or mutual life 
assurance is not a “co-operative company” for the purposes of 
Section 14 of the War-time (Company) Tax Assessment Act. 

The principal ground of a mutual insurance company’s claim 
was that its primary object was “the rendering of services to its 
shareholders” (i.e., its members)—see paragraph (d) of Section 
117 of the Income Tax Assessment Act. The main reason for 
rejecting the claim was that the broad interpretation contended for 
would deprive the other paragraphs of that section of all significance, 
and would also make Section 14(c) of the War-time (Company) 
Tax Assessment Act unnecessary and inoperative. 


Pay-Rott Tax 
Allowances. The following are “allowances” and therefore “wages” 
in respect of which tax must be paid by the employer :— 
(a) Payments at fixed weekly rates made to commercial travellers 
using their own cars in their employer’s business. 
(b) Payments made in similar circumstances, but based entirely 
on car mileage covered. 


(c) Payments at fixed weekly rates made to representatives of a 
life assurance company who have to meet travelling and other 
expenses in performing their duties. 

NOTE: In each of these cases the recipients of the allowances 
received remuneration by way of salary and/or 
commission. 


Person PayinGc Royatty To NON-RESIDENT 

Section 256 in its original form provided that every person who is 
liable under any contract to pay royalties to a non-resident is required 
to furnish to the Commissioner a statement of the royalties due to 
the non-resident and to retain the amount of income tax due by the 
non-resident in respect of tke royalties so due. 

It was officially explained that, as the use of patents for war pur- 
poses may be authorized, notwithstanding the patent laws or any 
relevant contracts, patents may now be used in Australia otherwise 
than under contract. As it is customary in such cases to require 
the user to pay to the owner of the patent any royalties due under 
the patent, cases will arise where royalty moneys will be payable to 
non-residents otherwise than under contract. 

To meet this position, s. 256 has been amended by the Amending 
Act (No. 2) of 1942 by deleting therefrom the words “under any 
contract.” 

The above amendment operates on and from 6 October, 1942. 


CoMMONWEALTH ENTERTAINMENTS TAX AND ASSESSMENT ACTS 


The State Governments, which had imposed a State entertainments 
or amusements tax, have agreed to vacate this field in favour of the 
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Commonwealth Government, upon payment of compensation, for the 
duration of the war and until the last day of the first financial year to 
commence after the war ends. The Commonwealth Entertainments 
Tax Assessment Act, No. 41 of 1942, and the Entertainments Tax 
Act, No. 42 of 1942, were assented to on 21 September, 1942, and 
came into force on 1 October, 1942. 

The Assessment Act imposes an entertainments tax on all payments 
for admission to any entertainment. A few definitions will help to 
explain the scope of the Act:— 

“Admission” means admission as a spectator or one of an audience 
and includes admission for the purpose of participating in any 
exercise Or amusement. 

“Admission to an entertainment” includes admission to any place 
in which the entertainment is held. 

“Entertainment” includes any exhibition, performance, lecture, 
amusement, game, sport or exercise. 

Entertainments tax is charged in respect of each person in respect 
of whom payment for admission is made, and, in the case of admission 
by stamped ticket, is to be paid by means of the stamp on the ticket, 
and, in the case of admission otherwise than by stamped ticket, is to 
be calculated and paid on the number of admissions. 

Where any meal or other refreshment is provided by a proprietor 
of an entertainment for persons who have been or are to be admitted 
to the place where the entertainment is held, 

(a) if the Commissioner is satisfied that the provision of the meal 
or other refreshment is subordinate to the entertainment, the 
provision of that meal or other refreshment shall be deemed 
to form part of the entertainment and the whole payment 
charged shall be deemed to be payment for admission to the 
entertainment; or 

(b) if the Commissioner is not so satisfied but is of the opinion 
that the whole payment charged should be apportioned as 
between the meal or other refreshment and the entertainment, 
or if apportioned by the proprietor, is so apportioned that 
entertainments tax is being avoided, the Commissioner may 
determine what portion of the payment for the meal or other 
refreshment, or for the meal or other refreshment and the 
entertainment, as the case may be, is justly attributable to pay- 
ment for the meal or other refreshment and the remainder 
of the payment shall be deemed to be payment for admission 
to the entertainment. 

Exemptions From Entertainments Tax 

Entertainments tax shall not be charged on payments for admission 
to any entertainment where the Commissioner is satisfied— 

(a) that the whole of the takings thereof are devoted to public, 
patriotic, philanthropic, religious or charitable purposes without 
any charge on the takings for any expenses of the enter- 
tainment; 

(b) that the entertainment is of a wholly educational character 
(any question on that point to be determined, in case of differ- 
ence, by the Commissioner) ; 

(c) that the entertainment is of a partly educational or ‘partly 
scientific character conducted by a society, institution or com- 
mittee not established or carried on for profit; or 
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(d) that the whole of the net proceeds of the entertainment are, 
or will be, devoted to the erection, maintenance or furnishing 
of memorial halls for the use of soldiers, sailors or airmen 
who served in any war in which His Majesty has been engaged 
since 4 August 1914 and that the entertainment is not provided 
directly or indirectly for the financial benefit of any person 
connected with the promotion of the entertainment or of any 
person employed or engaged by that person for the purpose 
of the entertainment. 


Where the Commissioner is satisfied that the whole of the net 
proceeds of an entertainment are, or will be devoted to:— 


(a) public, patriotic, philanthropic, religious or charitable purposes ; 

(b) such funds of a society or association, not carried on for the 
profit or gain of the individual members thereof, as the society 
or association sets apart to provide sick, accident or funeral 
benefits for or on behalf of any of its members. 


and that the whole of the expenses of the entertainment do not 
exceed 50 per centum of the receipts, he shall repay to the proprietor 
the amount of the entertainments tax in respect of the entertainment. 

Provision is made that where the Commissioner is satisfied that, 
owing to adverse climatic conditions or unforeseen circumstances, 
the expenses exceed 50 per centum of the receipts, the Commissioner 
shall repay to the proprietor the entertainments tax in respect of 
the entertainment. 


Registration of Entertainments 


Every proprietor of an entertainment must register the entertain- 
ment, unless exempted by the regulations. 

In order that the casual entertainment does not escape from the 
tax, provision is made that the liability rests upon the owner or lessee 
of the premises in which the entertainment is held, that no unregistered 
entertainment is held on his premises. 


Rates of Entertainments Tax 
The rates of entertainments tax are as follows :— 


Stage play, ballet 
concert, lecture, 
music hall or 
other variety 
entertainment, 
Where the payment for admission circus or 
(exluding the amount of the tax) travelling show 


Is 1/- 2d. 
Exceeds 1/— but does not exceed 1/6 4d. 
1/6 ,, 2/- Sd. 
2/- ” 2/6 7d. 
3/- 8d. 
3/6 10d. 
4/- 11d. 
4/6 1/1d. 
5/- 1/2d. 
5/6 1/4d. - 
6/- 1/7d. 
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Exceeds 6/- 1/9d. plus 2%d. 2/4d. plus 
for each 6d. (or 3d. for 
part thereof) by each 6d. 
which payment (or part 
for admission ex- thereof) 
ceeds 6/6d., frac- by which 
tions of a penny payment 
less than 3d. in for 
the amount of tax admission 
being disregarded exceeds 
and 3d. in that 6/6d. 
amount being re- 
garded as a penny. 


The Act contains the usual provisions for the imposition of penalties 
for offences against the provisions of the Act. 


Pay AND ALLOWANCES OF MEMBERS OF THE DEFENCE Force 

The exemption under s. 23 (s.) dealt with in the November, 1942, 
issue of the Journal is in respect of “pay and allowances” earned 
by a member of the Defence Forces. If s. 23 (s.) applies, the whole 
of the pay and allowances are exempt; if not, they are assessable. 
“Pay” includes any allotment by a member to his wife. “Allowances” 
include the value of sustenance calculated at 2s. 5d. per day and 
officers’ field allowances of 3s. per day. Such allowances are specific- 
ally assessable under s. 26 (ea) unless exempt under s. 23 (s). 

On the other hand payments by way of dependants’ a!lowances are 
specifically exempt under s. 23 (t). Allowances paid by the govern- 
ment to dependants of members of the Defence Force are not, there- 
fore, assessable income of the member or his wife, or other dependant, 
and this is so wherever the member may be serving. 

It is considered that “deferred pay” is not assessable income derived 
by a member of the Defence Force in the year in which it is credited 
in his pay book. “Derived” only means “obtained, got or acquired” 
(F.C. of T. v. Clarke (1927), 40 C.L.R., at pp. 260-1). Deferred 
pay is not available to or at the disposal of a member of the Defence 
Force until he is discharged from service. It is not, therefore, income 
which has been reinvested, accumulated or capitalized, and s. 19 of 
the Commonwealth Act does not apply to deferred pay. 

When a member of the Defence Force receives his deferred pay, 
i.e., actual payment in cash, it is considered that s. 26 (d.) applies to 
the assessable portion of deferred pay. Section 26 (d) provides that 
the assessable income of a taxpayer shall include five per cent 
of the capital amount of any allowance, gratuity or compensation 
where that amount is paid in a lump sum in consequence of retire- 
ment from, or the termination of any office or employment, and 
whether so paid voluntarily, by agreement or by compulsion of law. _ 

If the deferred pay is paid in a lump sum in consequence ol 
retirement from or the termination of office or employment with the 
Defence Force, only 5 per cent. of the assessable portion is to be 
included in the assessable income of the member in the year of 
receipt; the balance of deferred pay is free from Commonwealth 
income tax. 

Section 81 (1) provides that where the income of any member 
of the Defence Force includes pay or allowances earned by him as 
a member of that Force, the following amounts shall be allowable 


deductions :— 
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(a) where the income is £250 or less—the amount of that income; 

(b) where the income exceeds £250 but does not exceed £261— 

the amount of £94, or 

(c) where the income exceeds £261—the amount of £94 less £1 for 

every £1 by which the income exceeds £261. 

“Income,” for the purpose of calculating the above deductions, 
means the amount remaining after deducting from the assessable 
income all allowable deductions other than the deduction allowable 
under the above mentioned s. 81 (1). The amount of the deduction 
allowable by s. 81 (1) is made successively from income from property 
and from income from personal exertion. 

It will be seen that a member of the Defence Force (serving in or 
out of Australia) is exempt from income tax if his income (as 
defined above) from civilian sources and service pay and allowances 
does not exceed £250. If his civilian income and service pay and 
allowances ranges from £251 to £261 inclusive, the allowance is 
£94. Thereafter, the allowance is progressively reduced by £1 for 
every £1 by which the net income exceeds £261 and vanishes entirely 
where the net income is £355 or more. The special deduction allow- 
able under s. 81 first applies to the income derived during year 
ended 30 June, 1942. 

Example: A, during year ended 30 June, 1942, joined the Defence 
Force and served in Australia. He has a dependant wife and two 
dependant children. His income during year ended 30 June, 1942, 
consisted of civilian income £150 (personal exertion); service pay, 
sustenance and quarters £150. He paid £10 life assurance premiums 
and £5 medical expenses. His income tax assessment and tax payable 
would be as follows :— 

Income from personal exertion: 


Civilian income .. . 6 49:0 0 


Service pay and allowances ‘(including allotment to 
wife) .. .. 150 0 O 


Dependants’ allowances (wife and two children) 
hs ae a6 da we ab. oh ee Oat we be cin Sh NIL 


Assessable income .. . See ee 
Less s. 81 deduction £94 — ~ (300 — = 268) . 55 0 0 


TR en a ee £245 0 O 


Tax payable: 
sO incase ba, aki a0 ee co an £718 4 
DE, is ee. hax. ae ee: es Gah) wn 10 1 0 


——. 


err ee £17 19 4 


Less concessional rebates = #17 19 0 


Wife (half taxable income) 
First child .. yy 
Second child 
Life Assurance .. .. 
Medical expenses ; 

Amount subject to capintadinee 

rebate .. oil 
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1S @ W464. 0 a es ee AAT S'S * 7 16 0 


Tax $ @ 


Section 5 (7) of the Rating Act provides that where the amount 
of income tax which a person would be liable to pay, after deducting 
all rebates, is less than 10s., the income tax payable by that person 
shall be 10s. In the above case, the tax payable is, therefore, 10s. 


FURTHER EXEMPTIONS UNDER COMMONWEALTH 
IncoME Tax AssESSMENT AcT 

The following additional exemptions have been added to s. 23 
(ka) of the Commonwealth Income Tax Assessment Act by the 
Amending Act (No. 2) of 1942:— 

“Payments by way of— 

(ii) pension under the Invalid and Old-age Pensions Act 
1908-1942, and 

(iii) pension or allowance under the Widows’ Pensions Act 
1942.” 

The specific exemption of old-age, invalid and widows’ pensions 
and allowances was, except in very isolated instances, unnecessary 
under the Act of 1936-1940, because of the existence of the statutory 
exemption of £200. In 1941, a war tax was imposed on incomes 
in excess of £156, and the Amending Act (No. 1) of 1942 provides 
for the levy of income tax on all taxable incomes in excess of 
£156, except in the case of members of the Defence Force. It was 
officially pointed out that, in some cases, the recipients of the pen- 
sions derive income from other sources, e.g., a totally blind pensioner 
may earn an amount equal to the basic wage. The combination 
of earnings and pensions has brought a number of the pensioners 
within the taxable field. The Government considered it inappropriate 
that these pensions should be subject to diminution by the Common- 
wealth in the form of income tax. 

Section 33 of the Amending Act (No. 2) of 1942 provides that 
the above mentioned exemptions shall apply retrospectively to income 
year ended 30 June, 1941. Thus, invalid and old-age pensions are 
relieved from Commonwealth war tax which was imposed in respect 
of that income year. 


CoMMONWEALTH INCOME TAX ASSESSMENT ACT 
New Definitions 

Act No. 50 of 1942 provides for the inclusion of the following new 
definitions in s. 6 of the Commonwealth Income Tax Assessment Act. 

“*Board of Referees” means a Board of Referees constituted under 
the War-time (Company) Tax Assessment Act, 1940, or under that 
Act as amended.” 

“*Present war’ means the war which commenced on 3 September, 
1939, and includes any other war in which His Majesty has become 
or becomes engaged during the continuance of that war.” 

The Board of Referees constituted under the War-time (Company) 
Tax Assessment Act was established for the purpose of removing 
certain inequities which may arise in the application of that Act. The 
Income Tax Assessment Act (No. 2) of 1942 has enlarged the func- 
tions of the Board of Referees and empowers it to determine, upon 
application, the following questions :— 
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(a) Whether the percentage of certain mining profits exempted by 
new s. 23A is adequate; 

(b) whether the deduction for depreciation granted by the Com- 
missioner in respect of certain war-time plant has proved to 
be sufficient, s. 59A; 

(c) whether the taxpayer is entitled to a depreciation allowance on 
buildings in consequence of their use in connexion with the 
present war, s. 59B; 

(d) whether the amount allowed by the Commissioner in respect 
of a claim for enemy raids precaution expenditure is just. 


In the above and other provisions of the Act the term “the present 
war” is used, and s. 6 now gives that phrase a defined meaning. 


COMPENSATION RECEIVED For Loss or PROFITS 


The taxpayer was an electric authority under the Queensland Elec- 
tric Light and Power Acts, and supplied electricity to two shires and 
one town. The State Electricity Commission Act of 1937 made 
provision for the purchase by City Electric Light Co. Ltd., of the 
undertakings of certain electric authorities, including the taxpayer. 
The last mentioned Act provided, inter alia, that where any Order 
authorizing an electric authority to supply electricity within an area 
had not expired upon the date when the City Electric Light Co. Ltd. 
acquired the undertaking the vendor was to receive reasonable com- 
pensation for the loss of any profits which it established would have 
accrued during the unexpired period of the franchise. On 9 August, 
1940, the taxpayer sold, as of 1 July, 1940, its assets and undertaking 
in accordance with the above provisions, and the purchase price 
included £8,000 as compensation for loss of profits. The consent of 
the State Electricity Commission to the agreement was given on 13 
August, 1940. The Queensland Commissioner included such sum of 
£8,000, less an amount of £326 expenses incurred, in the taxpayer’s 
assessable income. : 

Held, that the compensation for loss of profits was assessable only 
so far as it included a payment for profits actually earned by the 
taxpayer between 1 July, 1940, and 13 August, 1940, and that the 
compensation received for loss of profits from and after 13 August, 
1940, was not assessable (Californian Oil Products Ltd. v. F.C. of 
T. (1934), 52 C.L.R. 28 applied), C.E.S. Co. Lid. v. C. ef T. (Q.). 





Commonwealth Income Tax Law and Practice 
Ocrtoser, 1942, EXAMINATIONS 


Model Answers 


N.B.—The numbers in square brackets refer to the relevant para- 
graphs of Commonwealth Income Tax by Gunn. 


Question 1: 

What is the difference between Taxable and Assessable Income? 
Illustrate your answer by means of a simple example of about 6 items. 
Answer 1: 

“Taxable income” means the amount remaining after deducting 
from the assessable income all allowable deductions (that is, the 
deductions which are allowable under the Commonwealth Income Tax 
Assessment Act).  [5.] 
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“Assessable income” means all the amounts which, under the pro- 
visions of the Commonwealth Income Tax Assessment Act, are included 
in the assessable income. [5.} 


Example: 
Assessable Income 
Genes vemts -.. 5. 20, oc. ac ac SLO 
Ea ots crak. aia Naa - aa ge 200 


Allowable Deductions 


ee ee £30 
Repairs .... iat a6 ee EP 0% 50 
Collection charges ere 50 
Municipal and water ee. 50 _ 


Taxable income .: .. .. .. .. .. £1,020 


Broadly speaking, the difference between the two terms is that the 
assessable income represents the gross income of a taxpayer, whereas 
the taxable income is his net income for purposes of taxation. 


Question 2: 

A taxpayer desires to know whether certain subscriptions to Asso- 
ciations paid by him are allowable as deductions in his Income Tax 
Return. 

What advice would you tender him to ensure that he will fully 
understand the position? 


Answer 2: 


Where the carrying on of a business, from which assessable income 
is derived by the taxpayer, is conditional upon membership of an 
association, e.g., a stock exchange, any periodical subscription paid by 
him in the year of income in respect of that membership shall be an 
allowable deduction, to the full extent of the subscription or subscriptions 
paid in the year of income (s. 73 (1) ). 

Section 73 (2) provides that where membership of an association is 
not obligatory, but the association carries out, on behalf of its members, 
in the year of income, any activity of such a nature that, if carried out 
by the taxpayer on his own behalf, its expense would be an allowable 
deduction to him, the taxpayer is entitled to a deduction of such pro- 
portion of the subscriptions, levies and contributions paid by him in 
the year of income as the losses and outgoings incurred by the associa- 
tion in that year in carrying out that activity bear to its total losses 
and outgoings of that year which are not of a capital nature, subject 
to a minimum allowance of £10/10/- where the subscriptions, etc., paid 
to the association equal or exceed that sum. Where the subscriptions, 
etc., to the association for the year of income are less than £10/10/-, 
the actual amount so paid to the association is deductible. 

Section 73 (3) permits a deduction up to £10/10/- to any one 
association of subscriptions not otherwise provided for, which are paid 
in the -year of. income to trade, business or professional associations. 

It should be particularly noted that the limit of £10/10/- does not 
apply to the total subscriptions paid by a taxpayer during the income 
year, but to the subscription paid to any single association. For example, 
a medical practitioner might belong to a number of professional 
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associations ; and, provided that the total subscriptions paid during the 
year of income to any one association do not exceed £10/10/-, all the 
subscriptions paid are deductible in full, even if the grand total of such 
subscriptions exceeds £10/10/-. [149.] 


Question 3: 

On April 1, 1940, Jones granted to Brown a 4 years’ lease of business 
remises, the consideration, in addition to rent, being £3,000. In terms 
of the lease £2,000 was paid on April 1, 1940, and the balance on April 
1, 1941. 

Show Jones’s assessable income in the different years and also the 
sinking fund deductions which will be claimed by Brown. 


Answer 3: 
Jones: Assessable income (premium for grant of lease) : 
Year ended June 30, 1940 .. .. .. .. .. £2,000 
Year ended June 30, 1941 .. .. .. .. .. 1,000 


POR SOU na ou cc 45 ce te es .es 5 ae 


Brown: Sinking fund deductions: 
Year ended June 30 
1940 1941 1942 
Premium paid 
April 1, 1940 £2,000 £125 £500 £500 
April 1, 1941 1000 — 83 =. 333 


£3,000 £125 £583 £833 








(203. 


Question 4: 
Define “Plant” in its application to property upon which depreciation 
is allowed. 
Describe in general terms the basis upon which depreciation is fixed 
and is calculated. 
Answer 4: 
“Plant” includes : 
(a) Animals used as beasts of burden or working beasts, in a business 
other than a business of primary production ; 
(b) Machinery, implements, utensils and rolling stock; and 
(c) Fences, dams and other structural improvements on land which 
is used for the purpose of agricultural or pastoral pursuits, but 
does not include improvements used for domestic or residential 
purposes (s. 54 (2)). [159.] 


In the first calculation of the depreciation to be allowed in respect 
of any unit of property, the Commissioner is required to make an 
estimate of the effective life of the unit, assuming that itis maintained 
in reasonably good order and condition. The annual depreciation 
allowable is fixed in accordance with the Commissioner’s estimate. 
Thus, if the effective life of the unit were estimated to be 5 years, the 
annual allowance for depreciation would be 20 per cent. (s. 55). [160.] 


The allowance for depreciation may be claimed either on— 
(a) diminishing cost, or 
(b) prime cost. 
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The diminishing cost basis applies unless the taxpayer exercises the 
option to have depreciation calculated under the prime cost method. 
If a taxpayer desires to claim depreciation on the basis of prime cost, 
he must notify his option to the Commissioner of Taxation on or before 
the date of the furnishing of the first return to which the option applies, 
The exercise of the option applies to all units of property in respect of 
which depreciation is allowable. [161] et seq. 


Question 5: 
Define Primary Production. 
Under some circumstances a primary producer is entitled to a deduc- 


tion in respect of capital expenditure on wire or wire netting. What 
are these and what is the method of calculating with respect to the 
deduction ? 
Answer 35: 

“Primary production” means production resulting directly from the 
cultivation of land or the maintenance of animals or poultry for the 
purpose of selling them or their bodily produce including natural 
increase, and includes the manufacture of dairy produce by the person 
who produced the raw material used in that manufacture (s. 6). [80.] 

Where any taxpayer proves to the satisfaction of the Commissioner 
that (s. 76)— 

(a) he is carrying on agricultural or pastoral pursuits in a district 

which is subject to the ravages of animal pests ; and 

(b) he has expended for, or entered into a contract or undertaking 

with the Government or an authority of a State for, the purchase 
of wire or wire netting for use in the construction or alteration 
of a fence to prevent animal pests entering upon the land used 
by him in the production of assessable income, 


the following amount shall be an allowable deduction: 

(c) such amount as the Commissioner is satisfied has been expended 
by that taxpayer in the purchase of the wire or wire netting 
placed by him in position on the fence in the year of income 
and in so placing the wire or wire netting in position; or 

(d) where the taxpayer purchased the wire or wire netting under a 
contract or undertaking with the Government, or an authority, 
of a State—the amount paid by him in respect of that wire or 
wire netting, in the year of income, as purchase money or interest 
thereon, and the amount, if any, expended by him in that year 
in placing the wire or wire netting in position on the fence. 

Where the taxpayer has bought the wire or wire netting from private 
suppliers, the allowance is deductible in the income year in which it 
is placed in position on the fence. Allowance is granted of the amount 
expended by the taxpayer on wire or wire netting actually so placed, 
together with the cost of placing it in position on the fence. 

Where the taxpayer has bought the wire or wire netting from the 
Government on terms, e.g. under the New South Wales Pastures Pro- 
tection Act, No. 35 of 1934, the instalments of purchase money and 
interest actually paid during the year of income are allowable deductions 
of that year. The cost of placing the wire and wire netting on the fence 
is an allowable deduction of the income year in which money was 
expended for that purpose. [152.] 

Question 6: 

Where a partner is not in receipt and control of his share of the 

partnership profits, what action may be taken by the Commissioner? 
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Answer 6: 

Where a partnership is so constituted or controlled, or its operations 
are so conducted, that any partner has not the real and effective control 
and disposal of his share of the net income of the partnership, the 
Commissioner may assess the additional amount of tax that would be 
payable if the share of that partner, or of all such partners if more than 
one— 

(a) had been received by the partner who has the real and effective 

control of that share; or 

(b) had been divided between such other partners as have the real 

and effective control of that share in proportion to the extent 
to which, in the opinion of the Commissioner, they respectively 
have the real and effective control of that share (as the case 
may be), 
and had been added to and included in his or their assessable income, 
and the partnership shall be liable to pay the tax so assessed. 


Example: A partnership consists of three partners, sharing profits 
and losses as follows: 
A: t 
B: + 
C (B’s wife): 4 
C has not the real and effective control and disposal of her share of 
the net income of the partnership. C’s share is controlled by her 
husband, B. 

In the above case, the Commissioner may assess additional tax 

against the partnership, being the difference between: 

(a) the amount of tax that would have been payable by B if an 
assessment had been made against him on the basis that he was 
entitled to one-half (his own share and C’s share) of the 
partnership net income, and 

(b) the amount of tax actually payable by B, that is, by including 
in his assessable income one-fourth of the partnership net income. 

C’s share of the partnership net income will not be included in her 

assessable income. [233] Suppl. No. 4. 


Question 7: 

Certain deductions known as “allowable deductions” are allowable 
under the Income Tax Assessment Acts. 

In cases of composite incomes, how are these deductions treated? 


Answer 7: 

In the case of composite incomes, allowable deductions are treated 

as follows: 

(a) where a deduction or part of a deduction relates directly to 
income from dividends (whether of the year of income or of a 
previous year of income) the deduction or part of the deduction, 
as the case requires, shall be made successively from income from 
dividends, from income from property other than dividends and 
from income from personal exertion ; 

(b) where a deduction or part of a deduction relates directly to the 
income from property other than dividends (whether of the year 
of income or of a previous year of income) the deduction or 
part of the deduction, as the case requires, shall be made 
successively from income from property other than dividends, 
from income from dividends, and from income from personal 
exertion ; and 
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(c) in all other cases, the deduction or part of the deduction shall 
be made successively from income from personal exertion, from 
income from property other than dividends and from income 
from dividends. 

[122] Suppl. No. 4. 


Question 8: 

A trader mortgages his house for £2,000, the expenses covering 
valuation, registration and procuration fees amounting to £200. He 
asks whether he is entitled to deduct these. Advise him fully. 


Answer 8: 

Section 67 of the Commonwealth Income Tax Assessment Act pro- 
vides for an allowance of so much of the expenditure incurred by the 
taxpayer in borrowing money used by him for the purpose of producing 
assessable income as bears to the whole of that expenditure the same 
proportion as that part of the period for which the money was borrowed, 
which is in the year of income, bears to the whole of that period. If, 
however, the period for which the money was borrowed is not fixed, 
or exceeds five years, the period of five years from the date on which 
the money was borrowed shall be deemed to be the period for which 
the money was borrowed. 

Expenses of borrowing include procuration fees, legal costs; search, 
valuation, survey and registration fees; fees paid for guaranteeing an 
overdraft ; commission paid to brokers and other expenses incurred in 
raising money by the issue of debentures and the like. 

The allowance in respect of the total expenditure is spread over the 
period of the loan, except that, where the loan is not for a stated period 
or it is for a period exceeding five years, the period is deemed, for the 
purpose of calculating the allowance, to be five years. [139.] 

Although, in the above case, the trader borrowed the £2,000 on the 
security of his house, if he borrowed the money for the purpose of 
producing assessable income, the expenses of borrowing, £200, will be 
an allowable deduction in accordance with the provisions of s. 67 quoted 
above. 





Rates of Tax Payable in Respect of Commonwealth 
and other Loan Interest 
By “CLaupIus” 





The following note appears on page iv of the Commonwealth 
Income Tax Ready Reckoner for the assessment year, 1942-1943: 

“The concession granted by section 20 of the Commonwealth Debt 
Conversion Act 1931 and section 52B of the Commonwealth Inscribed 
Stock Act 1911-1940 in respect of Commonwealth Loan Interest is 
that the interest shall be free from income tax to the extent that the 
tax payable, but for those sections, exceeds the amount that would 
have been payable if tax had been imposed upon the taxable income 
in accordance with the provisions of the Income Tax Acts 1930. The 
rates of tax imposed by the Income Tax Act 1942 in respect of a 
taxable income from property are greater than those imposed by the 
Income Tax Acts 1930, but owing to the substitution of the con- 
cessional rebates of tax for the concessional deductions, the income 
tax payable in respect of the interest will, on some amounts of taxable 
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income, be less than the income tax payable at rates wmposed on such 
taxable income by the Income Tax Acts 1930. It is not practicable to 
state the particular amounts of taxable income upon which the tax 
payable will be lower than that imposed by the Income Tax Acts 1930, 
as this will be dependent on the concessional rebates of tax allowed.” 

A comparison of the rates of tax payable in respect of income from 
property in the 1942-1943 and 1930-1931 years shows that the 1942- 
1943 rates of tax are all higher than the 1930-1931 rates of tax on any 
given taxable income. At first sight it appears that the statement in 
the words in italics (my italics) is incorrect. However, the significance 
of the part of the context preceding the words in italics should not be 
overlooked. Section 20 of the Commonwealth Debt Conversion Act 
1931 and Section 52B of the Commonwealth Inscribed Stock Act 1911- 
1940 limit the rates of tax payable upon interest received from certain 
Commonwealth Loans, but they had no relation to deductions allow- 
able, such as concessional deductions and statutory exemption. Subject 
to Section 50 of the Income Tax Assessment Act 1936-1941, in taking 
these deductions from the assessable income, the Commissioner at 
his own option could, when Commonwealth Loan interest and other 
income was derived, make the deductions from the assessable income 


so as to— 
(a) give the taxpayer the greatest benefit ; 
(b) apply a pro rata basis; or 
(c) give the taxpayer the least benefit. 


The Commissioner in the past adopted a liberal policy, and gave 
the taxpayer the maximum benefit possible by taking concessional 
deductions and statutory exemption from Commonwealth Loan interest 
last, subject to the provisions of Section 50, thus making the maximum 
amount of Commonwealth Loan interest taxable at the lower rate 
of tax. 

The significance of the quotation from the Ready Reckoner is that 
the Commissioner is now to apply a pro rata basis to concessional 
rebates for the 1942-1943 year of tax. In determining whether the 
rate of tax charged on Commonwealth Loan interest exceeds the 
1930-1931 rate or not, that part of the concessional rebates (i.e., 
rebates for wife, children, medical and funeral expenses, etc.) as is 
applicable, on a pro rata basis, to that interest must first be deducted. 
This can be understood more easily from the examples appended. 

When the taxable income exceeds £270, the gross tax, less con- 
cessional rebates allowable, cannot exceed the tax at 1930-1931 rates 
on the same taxable income, hence the 1930-1931 rates of tax are 
chargeable on taxable incomes from Commonwealth Loans interest 
exceeding £270. The effect will be that above this taxable income 
the taxpayer will not be able to secure the benefit of any concessional 
rebate when the whole of his taxable income consists of Commonwealth 
Loan interest. If the income is partly from Commonwealth Loan 
interest and partly from other sources, as will more generally be the 
case, the taxpayer loses the benefit of concessional rebates in proportion 
to the amount of Commonwealth Loan interest included in his taxable 
income. These remarks do not necessarily apply to rebates under 
Section 160AA (in respect of calls on shares), nor do they apply 
to companies. 

The examples set out below show the effect of the application of the 
new system of rebates to Commonwealth Loan interest. 





70 THE AUSTRALIAN ACCOUNTANT FEB, 


(1) Taxable income consists of £200 from Conversion Loan interest, 
concessional rebates being allowable in respect of £50. 
Tax—£200 @ 11.875d. (1942-1943 property rate) .. £9 18 0 
Concessional rebates— 
£50 @ 9.50d. (personal exertion rate) ........ 2 0 


Tax as above... £7 18 O 
Less £200 @ 4.433d. "(1930-1931 rate) . 314 0 


Net tax payable . 


Proof—by use of Departmental formula: 
Property tax 
Total tax 

Taxable Income from Property 
== Average rate in 1942-1943 assessment 


£9-18-0 
£9-18-0 — Sigg X #2 


£200 


Property tax — X Concessional Rebates 








= 9.48d. 


Average rate = 9.48d. 
1930-1931 rate = 4.433d. 


5.0474d. 


Tax payable as above .. . 
Less rebate—£200 @ 5.047d. in é:, 


Net tax payable .. . 


(2) Taxable income consists of £250 from Conversion Loan interest, 
concessional rebates being allowable in respect of £245 :— 

Tax £250 @ 23.0d. . a: oe ve ee, 

Concessional rebates—£245 @ 18.40d. Sper . if 


ere rere rer ae ee 


Tax at 1930-1931 rates, viz., £250 @ 5.2043d. = £5/8/5, is higher 
than the sum payable under the above assessment, so that the correct 
amount of tax payable is £5/3/-. 

(3) Taxable income consists of £600 from personal exertion, £550 
from property, including £150 Commonwealth Loan interest, conces- 
sional rebates being allowable in respect of £250. 

Tax £600 @ 66.89781d..... .. .. .. .. == £167 410 
£550 @ 83.62225d. . ee oe == 19112 4 


£358 17 2 
Rebates £250 @ 66.8978ld. .. .. .. .. .. 69 13 8 


£289 3 6 
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Tax charged on Commonwealth Loan 
interest, £150 @ 83.6225d. .. == £52 5 
Less proportion of rebate— 


150 £191-12-4 
a ee 
550 £358-17-2 


of £69-13-8 .. 10 3 


£42 2 
Tax at 1930-1931 rates— 


£150 @ 16.2978d. .. .. .. 10 3 
31 18 6 


a eee i eis as) ke 2S OE 





Classification of Accounting Data—VIII 
By A. A. FitzGERALD AND L. A. SCHUMER 


CLASSIFICATION OF ASSETS 
Hitherto in this series of articles, the dominant theme has been 
the classification of data recording transactions or operations over the 
full lifetime of an undertaking, or those occurring in or related to a 
particular period within that lifetime. In most instances it is necessary 
also for classification to be directed to the ascertainment of the 
financial status of the undertaking at selected points of time. In 
accounting, financial status is measured in terms of Assets on the 
one hand and equities in the Assets on the other, i.e., liabilities of 
the undertaking to persons other than its proprietors, and liabilities 
to the proprietors themselves. 
Financial status is concerned with four fundamental equations, 
viz. :-— 
Equities = Assets. 
Equities = Liabilities +- Proprietorship. 
.. Liabilities +- Proprietorship = Assets. 
and Proprietorship = Assets — Liabilities. 
The usefulness of any accounting data relating to financial status 
must always, however, be conditioned by the following :— 


(a) the accounting records may be established on a cash basis, 
a liability basis, or a combination of both, and they may be 
an incomplete record of all transactions and operations; 

(b) the data is a by-product of the process of ascertaining 
Revenue and Expense by accounting periods, and this process 
is influenced in varying degrees by the doctrine of conser- 
vatism; and, 

(c) consequentially to (a) and (b) the assets recorded in the 
accounts may not represent the legal assets of the under- 
taking; nor may the “value” attached to the assets in the 
accounts be identical with realisable value. 

According, therefore, to the accounting policy of the undertaking, 
it may be found that the assets recorded in the accounts range from 
cash only to a combination of cash, debts, and “deferred expense.” 

FINANCIAL APPROPRIATIONS OR FUNDS 

Classification of Assets according to financial appropriations or funds 
is the natural consequence of classifying Revenue and Expense in a 
1. See L. Goldberg, A Philosopy of Aecsownting: Chapter V. 
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similar manner. In a Trust Estate we find the clear example of 
“Corpus” and “Income” as distinct funds. The basic purpose of 
accounting in such instances is to classify the data so that the equities 
of the various parties concerned may be precisely shown. The Assets 
are therefore either “Corpus” Assets or “Income” Assets. 

In a non-trading enterprise, similar necessities may arise from the 
receipt and disbursement of moneys devoted to specific purposes. 
Assets may be classified therefore under such headings as “General 
Fund,” “Building Fund,” “Scholarship Fund.” 

In the foregoing instances, however, it is possible that the Asset in 
the form of cash or claims to cash may represent an indivisible fund. 
For example, there may be a banking account common to all funds, 
and classification according to funds can then extend only to the 
other assets, which can be earmarked with precision. So far as the 
common banking account is concerned, each Fund has an equity in 
the account to an extent which can be determined from the accounting 
records. 

In trading concerns, the primary financial appropriations or funds 
are related to the groups which have financial interest in the concern, 
i.e., creditors and proprietors, and the equities of these parties in 
the assets of the undertaking are represented at any point of time by 
the outstanding liabilities. Usually, however, there is no attempt to 
classify assets in terms of “Creditors’ Fund” and “Proprietors’ Fund,” 
as the Assets are the property of the undertaking, and whilst the 
operations are being continued, no particular asset is “earmarked” for 
payment of debts owing to creditors. Whilst liabilities may, there- 
fore, be classified according to funds, there is no significance in 
attempting to classify assets in like manner. 

There may, however, be some purpose in using this method of 
classification in relation to some particular assets, such as cash or 
materials, when stewardship is involved. For example, petty cash 
advances may be made to a number of persons within the organization, 
and the accounts should reflect this stewardship. In a similar manner 
responsibility for the safe-keeping of materials or merchandise may be 
divided amongst several employees, and stewardship reflected by 
classifying the appropriate asset according to the parts into which it 
has been divided for control purposes. Such classification may be 
said to relate also to administrative responsibility. 


INHERENT QUALITIES OR PROPERTIES 
On this basis Assets are classified solely according to the inherent 
qualities or properties of the object of the expenditure, and the classifi- 
cation, therefore, includes such headings as “Cash,” “Debts,” “Land,” 
“Buildings,” “Goodwill,” etc. For the same reasons as apply to 
“Expense,” it is possible for the classification to be extensive, and 
irrational combinations should be avoided if there is to be economy 
in the number of headings. A rational classification may be built 
up upon the following lines :— 
1. Cash and Claims to Cash: 
(a) Ready money, i.e., moneys held pending deposit in banks, 
petty cash funds, etc.; 
(b) Cash deposits in banks capable of being withdrawn on 
demand. 
2. Debts: 
(a) Trading debtors; 
(b) Bills and Notes Receivable ; 
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(c) Advances to employees ; 
(d) Claims; 
(e) Deposits lodged as security for the performance of 
contracts ; 
(f) Notional Debts such as Accrued Revenue. 
3. Investments: 
(a) Stocks and Bonds of Governments and State instrumen- 
talities ; 
(b) Shares and Debentures in Companies ; 
(c) Loans to Bankers; 
(d) Loans on Mortgage. 
. Commodities : 
(a) Materials ; 
(b) Materials in process of conversion ; 
(c) Merchandise. 
Unexpired Services, Rentals, Rates, and Insurance: 
(a) Rentals; 
(b) Insurance; 
(c) Municipal and other Rates; 
(d) Professional services ; 
(e) Subscriptions. 
. Land and Natural Resources: 
(a) Land; 
(b) Mineral Resources ; 
(c) Plantations. 
. Buildings and Structures: 
(a) Buildings; 
(b) Roads; 
(c) Railways and Tramways; 
(d) Drainage; 
(e) Wharves; 
(f) Bridges. 
. Equipment and Plant: 
(a) Machinery ; 
(b) Furniture ; 
(c) Fittings; 
(d) Tools; 
(e) Patterns; 
(f) Vehicles. 
. Protected Rights: 
(a) Patents; 
(b) Trade Marks and Trade Names; 
(c) Copyrights ; 
(d) Franchises; 
(e) Secret Processes and Formulae; 
(f) Goodwill. 
_ The foregoing classification can be extended by subdividing items 
in any manner desired, as in the following examples :— 
Materials — Wool, Scouring Materials, Dyes and Chemicals, 
Containers. 
Machinery — Scouring Machinery, Carding Machinery, Combing 
Machinery, Spinning Machinery, Dyeing 
Machinery. 
Buildings — Wooden Buildings, Wood and Iron Buildings, Concrete 
Buildings. 
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LEGAL SIGNIFICANCE 
In some instances it may be desirable to classify assets according to 
legal definition. For example, there may be significance in stating 
Assets under the headings :— 
(a) “Realty.” 
(b) “Personalty.” 
Again, expenditures on land and structures thereon may be classified 
as :— 


(a) “Freehold.” 
(b) “Leasehold.” 
Distinction between Realty and Personalty is important in accounting 
in Trust Estates. Distinction between Freehold Property and Lease- 
hold Property is desirable in accounting for commercial undertakings. 


TANGIBILITY 


Various shades of meaning attach to the term “tangible”; which 
may be defined as perceptible of touch, clearly intelligible, definite and 
not elusive or visionary. Classification of Assets according to each 
of those meanings would be a difficult task, but it would appear that 
the significance of tangibility or intangibility relates more to physical 
condition than anything else, since there is usually a direct relationship 
between intrinsic value and physical being. On this point, W. A. 
Paton? has questioned the traditional outlook of the accountant in 
the following statement :— 


In general, cost accountants and other accountants are unduly impressed 
with the physical technological side of business as opposed to the economic side. 
This need not be surprising. All of us are dominated in our thinking in large 
measure by what the eye can see and the hand can follow. That which is 
more abstract and largely deductive seems, in commonplace thinking, to be 
less acceptable. As yet, mankind has developed a very thin veneer of reasoning 
power, and it requires very little by way of arbitrary tradition and rule, or 
obstacles in the form of specious physical considerations, to shatter what little 
we have developed. 

We need to remind ourselves occasionally of the fact that in accounting we 
are dealing primarily with the economic significance of various business 
elements and conditions, rather than with physical factors as such. As stated 
above, ignoring the accounts which represent money funds or their equivalent, 
the basic stuff with which the accountant works are economic cost elements. 
It is true that these cost elements are often associated with tangible objects, 
but our immediate concern is with costs rather than with the objects. Further, 
in the case of certain important types of cost there is little basis for attachment 
to specific tangible factors. 

In the last analysis the economic cost of a so-called tangible asset is largely 
a summation of the cost of the services that have been necessary to bring the 
asset into being rather than the cost of the intrinsic physical elements involved. 
Consider, for example, the case of the motor truck. I would not venture an 
estimate as to what part of the total cost of the truck, as a completed structure, 
ready to function, is represented by the ore in the ground and the other basic 
materials embodied in the finished product in their original untouched condition, 
but it is safe to say that the amount be very small. The cost of the truck, in 
other words, is primarily an aggregation of the costs of the range of services 
which have been necessary to extract and transport the original materials and 
fashion and deliver the final result. But this fact in no measure invalidates such 
costs or makes them in any way any less significant. 

_ The point of view suggested is especially important when one is dealing 
with those services which lack direct physical connection with specific tangible 
objects, and which are nevertheless entirely legitimate and necessary factors. 
Accountants have long looked askance at organization costs, for example, 
and have in general adopted the theory that such costs, although they may 
appear in the Balance Sheet momentarily as a necessary evil, are a disreputable 
item which must be tucked out of sight and amortized as soon as the volume 


2. Costs and Profits in Present-day Accounting, N.A.C.A. Bulletin, October, 1984. 
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of revenue makes this convenient. Almost nowhere has it been suggested that 
such costs must be treated on their merits, like other legitimate charges, rather 
than arbitrarily. This traditional approach may well be questioned. 

But, well founded though these observations are, accountants almost 
invariably draw a sharp line of demarcation between tangible assets 
and intangible assets, such as goodwill, patents, trade marks, copy- 
rights, “developmental” expenditure, organisation expenses, preliminary 
expenses, and the like. 

The fact of the matter seems to be that there is here one more 
instance of the conflict between the underlying principle that the so- 
called “fixed” assets (including fixed intangible assets) are neither 
more nor less than expenditures which have not yet been absorbed 
into or “charged against,” current costs, and the doctrine of conser- 
vatism which holds that “assets” should be conservatively or “safely” 
valued for balance-sheet purposes, so as not to overrate the financial 
status of the undertaking, or to subject it to the risk of distributing 
dividends before all losses, sustained or considered to be reasonably 
possible, have been provided for. 


ADMINISTRATIVE RESPONSIBILITY 


Classification of Assets according to administrative responsibility is 
intended to reflect the stewardship of the officers to whom the custody 
of property is entrusted, and who are responsible for the proper and 
efficient use of the property for the purposes of the business. The 
value of Assets within the control of particular executives may also 
be an important factor in considering the adequacy or otherwise of 
the profit earned by the activities for which those executives are 
responsible. 

Division of responsibility varies with the type of organization. The 
four basic types are functional, geographical, commodity, and service. 
The following examples illustrate the headings that would result from 
the application of this method of classification :— 


Functional Organization : 
Manufacturing Assets ; 
Distributing Assets ; 
Administrative Assets. 


Geographical Organization: 
Queensland Assets ; 
New South Wales Assets; 
Victorian Assets. 


Commodity Organization : 
Wool Department Assets ; 
Grain Department Assets. 


Service Organization : 
Marine Insurance Assets; 
Accident Insurance Assets; 
Fire Insurance Assets; 
Life Insurance Assets. 


In many instances, activities may not be so completely segregated 
that all Assets are divided amongst the various responsibilities. Classi- 
fication then can extend only to the particular properties or funds which 
are so dealt with. For example, in a functional organization the 
classification may be required only in respect of land and structures, 
equipment and plant, and commodities, all other assets being regarded 
as common to all activities of the undertaking. 
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PERMANENCY 

It is evident from previous discussion that “Assets” may represent 
immediate purchasing power in the form of cash or claims to cash, 
debts which are due to the undertaking and which will eventually 
be converted into purchasing power, and “Deferred Expense,” which 
will eventually form part of the expenses of the undertaking. “De- 
ferred Expense” may, however, be considered from another stand- 
point, as property of various kinds which may be realisable at any 
time, although such realisable value may not be identical with the 
value at which the “Asset” stands in the accounts. 

One of the purposes of extracting data from the accounting records 
related to financial status is to measure the solvency of the under- 
taking, i.¢., its ability to meet its debts as they become due without 
ceasing or unduly interfering with the conduct of normal activities. 
To meet this need, Assets may be classified as :— 

(a) Current Assets — those which represent immediate purchasing 
power in the form of cash or claims to cash and those which 
will be converted into purchasing power within a short time 
during the normal course of the operations of the undertaking; 
and 

(b) Fixed Assets — those which will be retained in the operations 
in present form for relatively lengthy periods, and used for 
the purpose of carrying out the objects of the undertaking, 
4.e., all assets other than current assets. 

It will be obvious that there is no precise line of demarcation 
between a Current Asset and a Fixed Asset, but the following tests 
can be applied :— 

(a) the ease or speed with which the asset can be converted into 
purchasing power without serious loss in value; those assets 
easy of conversion being classified as Current Assets, e.g., book 
debts, merchandise, gilt-edged securities ; 

(b) the period in which the asset will remain in its present form 
before becoming available as purchasing power, e.g., a debt due 
to mature within 60 days would be a Current Asset, and a 
debt maturing in 5 years would be a Fixed Asset; 

(c) the rate at which the expenditure will be written off to Expense, 
e.g., fuel would be a Current Asset, but a Building in which the 
undertaking is carried on would be a Fixed Asset; 

(d) the intentions of the management and the nature of the business, 
e.g., to a car selling agency a motor truck would be a Current 
Asset, but to a carrier it would be a Fixed Asset. 


Classification of assets from the standpoint of permanency is a 
comparatively recent development in Australian accounting practice. 
It is largely the result of American influence, but is rapidly superseding 
the older English nomenclature, which distinguished between— 

(a) Floating Assets. 
(b) Fixed Assets. 

These terms have become familiar in English and Australian account- 
ing practice and, though not specifically defined in company legislation, 
they have been freely used, and many attempts made to define them, 
in company law cases. The test usually applied is the intention with 
which the asset is acquired and held. Floating assets are those in 
which a business deals, and which are acquired for purposes of 
conversion into cash through the processes of manufacture and sale. 
Fixed assets are those of a permanent nature which are more or less 
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essential to the carrying on of the business in which they are used, 
and which are held for that purpose. 

The term “fixed” assets is a misnomer which has had unfortunate 
consequences. If an asset is fixed in the sense that it can be used and 
retain its effectiveness for ever, then no question of depreciation can 
arise. But, of course, no asset, with the possible exception of land 
used for certain purposes, ever can be fixed in this sense. By “fixed” 
is meant, in fact, relatively fixed. The distinction between floating 
assets and fixed assets therefore is a distinction in time only—the 
floating assets are used up in the production of income more rapidly 
than the so-called fixed assets, but in the long-run, over the whole life- 
time of an undertaking, there is no other essential difference. 

The use of the terms current and fixed seem to give greater emphasis 
to this true distinction than do the terms floating and fixed. Hence, 
though the continued use of the term “fixed” is still unsatisfactory, 
the substitution of “current” for “floating” is a step in the right 
direction of greater certainty and clarity in accounting terms. 

Both Current Assets and Floating Assets are often further sub- 
divided. 

Current Assets are further classified into— 

(a) Quick Assets. 
(b) Other Current Assets. 

The term “quick” is here used in the archaic sense of “living” or 
“alive,” so that the distinction between quick assets and other current 
assets is the distinction between the “quick” and the “dead.” Quick 
assets are those which can immediately be made available as purchasing 
power, ¢.g., cash, bank balances, readily saleable securities; other 
current assets are those which can be made available, not immediately, 
but in the relatively near future, ¢.g., book debts (which must first be 
collected), stocks (which must first be sold). 

Similarly, Floating Assets are often sub-divided into— 

(a) Liguid Assets; and 
(b) Circulating Assets. 

The distinction is the same as that between Quick Assets and other 
Current Assets. Liquid assets are those which exist in immediately 
realisable form, circulating assets are those which are being circulated 
in the process of conversing into liquid assets, from raw materials to 
work in progress, thence to finished goods, thence to book debts, and 
finally to the liquid form of cash or bank balances. 

It has been noted that there is a strong tendency in Australia to 
adopt the term Current Assets in place of the term Floating Asset. 
It is undesirable that there should be an unnecessary multiplication 
of accounting terms to denote the same concept, and it would be 
preferable if a standard nomenclature could be adopted for distin- 
guishing between assets from the standpoint of permanency. The term 
“floating asset” has been sanctioned for a long time by practice 
and by Company Statutes and case law.’ 

But one of the most recent of these Statutes—the Victorian Com- 
panies Act—has left the door open for the accountant to adopt which- 
ever terminology he thinks most apt, by requiring simply that the 
balance-sheet shall distinguish between the various classes of the assets.* 


3. E.g., the English Companies Act and the Acts of most of the Australian States provide 
that “published balance-sheets shall distinguish between the amounts respectively of the 
fixed assets and of the floating assets.” 

4. But note the curious survivals of the term “floating” in the Seventh Schedule (relating 
to Banking Companies) and the Thirty-Third Schedule (relating to Investment Com- 
panies). These retentions would appear to be due to oversights —the intention of the 
body of the Act being clearly to leave open the question of the proper description of 
the various classes of the assets. 
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The balance-sheets of a high proportion of Victorian companies show 
a definite and growing inclination to use the terms “current” and 
“fixed.” 

It is fortunate that the modern tendency in company legislation is to 
avoid too rigid insistence on conventional forms and conventional 
terminology, for evolution in accounting practice and even in account- 
ing terms, though a slow process, is apt to get ahead of forms and 
terms rigidly prescribed by Statutes. 

The improvement in recent years in the form of Australian company 
balance-sheets, and the adoption of the term “current” assets, are cases 
in point. Improvement in these respects was noticeable before the 
latest amendments to the Australian Acts, but it has been greatly 
accelerated by the increased freedom in technical matters given by 
those amendments. 

And evolution in classification of data relating to assets has by no 
means worked itself out. Indeed, the use of the terms “current” and 
“fixed” to distinguish between assets from the standpoint of perman- 
ency is now coming under fire. The term “fixed” is admittedly 
misleading and confusing to laymen, and its use obscured the view 
of the balance-sheet as a by-product of accounting for income and 
expense, and a complement to the profit and loss statement. 

One of the strongest critics of this distinction is the American 
writer, Stephen Gilman,® who holds that it is not in fact an accountant’s 
distinction, but a creditman’s. 

This suggested alternative is attractive, as being definite, easily 
understood by business managers, and in strict conformity with basic 
accounting theory. It is as follows :— 

(a) Cash and Claims to Cash: Cash and bank balances. 

(b) Deferred Charges to Cash: Book debts, negotiable securities 
and the like, which have merely to be realized in order to be 
available in the form of cash. And as realized, the proceeds 
are debited or charged to Cash or Bank Accounts. 

(c) Deferred Charges to Future Operations: All other assets which 
represent simply expenditure incurred but not yet charged 
against the cost of operations. As these expenditures are used 
up in the process of earning income by future operations, they 
will be charged as part of the costs of earning that income. 
It will be noted that these assets include stocks and work in 
progress (which will be used up relatively speedily), as well as 
longer-lived assets, such as Land and Buildings, Machinery and 
Equipment, and Goodwill (which will be used up just as surely, 
but at a slower rate). 


The suggestion has not so far been adopted in practice in Australia, 
but it has much to commend it. It would greatly simplify the problem 
of finding a logical and consistent basis of valuation of assets for 
balance-sheet purposes (an important consideration, which is, however, 
beyond the scope of these articles) ; it clearly and unequivocally em- 
phasises the fundamental distinctions between the three major groups 
of assets; it is in accord with the practice actually followed in 
accounting entries; and it avoids the possibility of the most common 
misconception concerning balance-sheets, viz., that they are valuation 
statements intended to set out the realisable values of assets and the 
precisely determined extent of liabilities. 


6. S. Gilman: Accounting Concepts of Profit. 
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War-time Responsibilities of Business Executives 
By C. L. S. Hewitt, B.coM., A.1.C.A., A.C.A.A. 


National Security (Supplementary) Regulations. 

An Order made under these Regulations by the Minister for Labour 
and National Service stipulates the first-aid equipment which must be 
maintained on the premises of any employer who is bound by the 
provisions of the Metal Trades Award of the Commonwealth Court 
of Conciliation and Arbitration. 


National Security (Liquid Fuel) Regulations. 

An Order has been gazetted under these Regulations controlling 
the purchase of alternative fuel equipment. This equipment means 
any attachment fitted to a motor vehicle and suitable for facilitating 
the use of any solid or gas capable of use as a source of power in an 
internal combustion engine. 


National Security (Prices) Regulations. 

The Minister for Trade and Customs, by Order made under these 
Regulations, has requisitioned all stocks of chicory and the Tea Control 
Board has been empowered to control the distribution of this com- 
modity in Australia. 


National Security (General) Regulations. 

A direction gazetted under Regulation 15 (A) of these Regulations 
sets out the manner in which postal articles addressed to members of 
the Naval, Military, and Air Forces of the Commonwealth, and which 
cannot be delivered to the addressees, shall be disposed of. 


National Security (Economic Organisation) Regulations. 

An amendment to these Regulations gazetted on 14th December, 
1942, stipulates that where immediately prior to 10th February, 1942, 
it was the practice of an employer to pay to an employee in recognition 
of the special skill or other qualifications required for the satisfactory 
performance of the duties of the employment, an amount additional 
to the amount of remuneration provided by any industrial award or 
law, the employer shall, notwithstanding any adjustments in the rate 
of remuneration in accordance with variations in the cost of living, 
continue to pay the employee an amount equal to the additional amount 
so paid to the employee. 


National Security (Landlord and Tenant) Regulations. 

An amendment to these Regulations dated 24th December, 1942, 
amends the definition of lessor to include a mortgagee who enters 
into possession of the premises under the terms of the mortgage. 
This provides the mortgagor with protection under the Regulations 
from eviction without an order of a Fair Rents Board. 


National Security (Industrial Property) Regulations. 

On 13th January, 1943, National Security (Industrial Property) 
Regulations were gazetted providing for the publication of information 
with respect to inventions and designs and empowering the Commis- 
sioner of Patents under certain circumstances to refrain from doing 
anything which he would otherwise be required to do in connection 
with any application made for the grant of a patent or the registration 
of a trade-mark or design. Provision is also made in the Regulations 
for the use of any inventions and designs by the Commonwealth. 





THE AUSTRALIAN ACCOUNTANT 


Company Balance Sheets 


(Being a Paper by Mr. J. F. L. Gibbs, President, Ballarat Branch, 
Commonwealth Institute of Accountants, read at the Annual Meeting 
of the Branch on February 17, 1943.) 


I hope you will forgive the colloquialism when I say that I think it 
is time we looked at balance-sheets from a new slant. For years they 
have been regarded very differently according to the point of view 
or—to put it more accurately—according to the interest of the person 
concerned. The Accountant regards the regular production of an 
accurate balance sheet, accompanied by a profit and loss account, as 
an account of his stewardship; a statement certified to by an auditor 
licensed by the Government, summarizing the transactions of a year 
of business and setting out the resultant financial position of the 
Company. He may also regard it quite properly as a milestone in 
the history of the Company. The Manager looks on the yearly 
statement of accounts as the yardstick by which his success and 
efficiency are measured. The Director should see a balance-sheet 
as an expression of policy, sometimes a vindication thereof, both to 
the public and the shareholders. It should say for him: “I have 
dealt fairly by all—the employees, the shareholders, the consumers, 
and the State.” So much for the people who are behind the scenes, 
as it were; who know and understand what the complicated arrange- 
ment of figures means. What of the others? First, let us take the 
shareholders. I suppose it would be safe to say that approximately 
half the shareholders in Australian Companies are women. If more 
than one in every ten of these women regards a balance-sheet as 
anything more than a notification that a dividend can be expected 
shortly, it would be surprising. But, in justice to the fair sex, let me 
hasten to say that it is very doubtful if the proportion is much higher 
amongst the men. It is a fact, well known to Company Secretaries, 
that it is frequently necessary to telephone a few shareholders to 
ensure the attendance of a quorum at annual meetings, even of fairly 
large Companies. It is surprising that people who have spent years 
in saving a few hundreds to buy shares in a Company can value their 
privileges so lightly. What is the reason? Is it indifference, is it 
diffidence, or is it ignorance? Undoubtedly, a man who has been 
unable to glean any concrete information from the set of published 
accounts sent to him, and who knows that he is powerless, as an 
individual, to influence the policy of the Directors if he attends the 
meeting, will be reluctant to place himself in the invidious position of 
an impotent onlooker. 

The next party who is interested in the position of the Company 
is the Creditor, to whom money is owed by the concern. The debt to 
him may be secured by debenture or mortgage or may be a current 
account for supplies. The nature of his interest is obvious. Com- 
petitors of the Company will subject the accounts to a critical analysis 
in the hope of discovering some useful titbit of information which is, 
however, rarely vouchsafed to them. The Commissioner of Taxes 
is deeply interested in the balance-sheet and profit and loss account, 
but not especially so in their published form, as he must be supplied 
with full details of all the transactions which lie behind them. He 
represents the State, which, in my view, must be regarded now and 
for all time as an “A” preference Shareholder entitled in priority to a 
major allocation of the profits for the common weal. Finally, we 
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come to the general public. What is the interest of the man in the 
street in company balance-sheets? In the answer to this question 
rests the whole future of joint-stock companies, perhaps of our present 
economic structure. Coloured by different political views, balance- 
sheets may be regarded by one section of the community as the emblem 
of proprietorship—a sort of symbol of toryism, vindicating the rights 
of heredity; conversely, there is a body of opinion which sees a 
balance-sheet as a confession of guilty possession ; evidence in writing 
of the avaricious plundering of the people. Can we regard these 
two points of view as extremes and try to postulate the dispassionate 
analysis of the moderate man? To do so we must marshall the factors 
which have a bearing on the case. These are:— 
1. The form and intelligibility of the balance-sheet. 


2. Development of joint-stock companies and the power of control 
of wealth given by companies to individuals. 


3. Participation by the State in profits and control. 


1. Form and intelligibility must be considered in the light of 
desiderata. What features should be aimed at? The present form has 
little to commend it. It is double-entry book-keeping carried to the 
height of absurdity. Most people know that there are two sides to 
the ledger—the debit and the credit—and that the mechanics of book- 
keeping demand a rather arbitrary ranking of items on one side or the 
other, but this necessity disappears as soon as a reconciliation of the 
arithmetical accuracy of the two sides of the ledger is achieved. There 
is no further need for the compilation of the balance-sheet in two 
opposing columns, and I can see no justification whatever for such 
peculiarities as the showing of related items on opposite sides. To 
overcome this complexity of form the narrative style of published 
accounts was evolved. I think it is best known as the “Monsanto” 
balance-sheet. Without going so far as to recommend this or any 
other form, I can say that it possesses a number of desirable features. 
Many financial reports issued by Government Departments are also 
worthy of notice for their simplicity. The excision of shillings and 
pence from published accounts was another move towards simplification 
which was long overdue. Those interested in the preservation of joint- 
stock companies should make every effort to present their public 
accounts in such a way as to render them easily intelligible to the 
average reader. While they remain mysterious they remain suspect. 

2. The development of joint-stock Companies in British Countries 
has been almost untrammelled during the past century or so. Laws 
have been made regulating their conduct and management, but no 
limits have been placed on their growth, amalgamation and manipula- 
tion. This laissez-faire policy has resulted in over development and 
the creation of a new oligarchy—the power of money in the mass. 
Monopolies, trusts, and cartels have been formed to gain various ends 
by the power of combination. In a monopoly, all concerns in the 
same line of business are acquired by one proprietor so that control 
is vested in one person or group. Horizontal trusts are mergers of 
undertakings marketing allied lines to achieve uniform prices, both 
for buying and selling, while a vertical trust is a concern which owns 
all the sources of the component parts of its products from raw 
materials to finished article. A cartel may be briefly defined as an 
agreement whereby prices are fixed and, possibly, stocks are pooled 
but each party retains its independence. Recognising the danger to the 
community of such gatherings of power into comparatively few hands, 
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America passed restrictive legislation a few years ago, popularly called 
“Anti-Trust Laws.” The chief danger of trusts to Australia is the 
exploitation of our country by branches of great Companies whose 
real proprietors live in other lands. There is also a local danger from 
the abuse of power by leaders of our own industries who have unsound 
economic ideas—quite possibly the result of selfish or narrow views 
rather than anti-social sentiment. In the main, however, the welfare 
of employees appears to be better cared for in large concerns than in 
small ones in Australia. I think that it is also fairly accurate to say 
that the general public has little to complain of in its treatment by the 
larger Australian industries as regards price or quality. 

3. State participation in profits in war-time is essentially heavy for 
two réasons—firstly, the war must be paid for and, secondly, un- 
restricted profit-making would conduce towards inflation. It would 
also be an offence against social justice for any person or group of 
persons to reap large gains from the “blood and toil, tears and sweat” 
of their fellows. But what of the post-war era? Should the State 
continue to make large inroads into the rewards of enterprise? I think 
the answer is “Yes”! There is no gainsaying the fact that taxation 
is the fairest method of sharing wealth. I think it is equally true 
that wealth must be shared in a post-war world. One might stop 
there and say, with Euclid, “there it is on the face of it!” but the 
proposition can be elaborated in two directions: firstly, in the positive 
direction by pointing out that the proletariat has raised a persistent 
demand for the transfer to the State of the means of production, 
distribution, and exchange. Many right-thinking people feel that there 
is much to be said in favour of a partial granting of the demand, but 
even more arguments can be adduced against granting the whole 
claim and making a holus-bolus transfer. The happy medium is 
provided by a properly-graduated system of taxation. Taking the 
negative direction, one meets the assertion that the whole monetary 
system should be abolished and, as a natural corollary, the whole 
joint-stock-company and capital structure with it, because it has 
failed. I cannot subscribe to this view. I regard money in industry 
as a measuring tool; just as much a tool as a micrometer is in a 
workshop. It is a yardstick of effort and a gauge of economic waste. 
Its abolition would mean the setting up of an entirely new set of 
standards. A young, small country like Australia cannot afford to 
retrogress a hundred years in trying out such experiments. We need 
more rainfall, rivers and natural resources, much more population, 
particularly rural population, to give a natural power of recovery 
from such a major operation. The logical course appears to be to 
modify the system we are now employing to arrive at a more equitable 
distribution of wealth. 

In speaking of control, I regard the company as the symbol of 
industry. War-time control of industry has excited much interest 
and some controversy but, taking the broad view and allowing for the 
need for speedy action, the imposition of the various controls and 
restrictions has been remarkably smooth. Compulsory rationalisation 
has caused many business men to open their eyes and ask themselves 
how such obvious improvements, short-cuts, substitutes, and economies 
of men and materials could have escaped the notice of themselves 
and their executives for so long. Must this control of industry 
continue after the War? I think the answer is “Yes!” In translating 
peacetime industries to a war footing the objective is clear. It is 
simply to supply the needs of the armed forces. But it is a very 
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different task to beat swords into ploughshares. Great aggregations of 
men and machines have been collected and set to work making things 
entirely useless in peacetime. Not only must these be converted to 
different employment, but the members of the forces themselves must 
be absorbed. Further than this, as we are now producing all the 
means of a reasonable subsistence for the forces, the munition workers 
and the civilian population, the goods produced will be in excess of 
those required for subsistence. The choice appears to be: Control or 
Chaos. 

Accountants should study these matters and give expression to their 
views. From their intimate acquaintance with industry they can be 
very helpful to the Nation. All the world is talking and thinking 
“New Order.” When the time comes to put our constructive ideas 
into effect, commerce and industry will be the field of operations, and 
Accountants will be in the front line. 





Costing Systems for Defence Work—Contd. 


By A. J. GAIRNS, F.F.I.A., A.A.1S., A.C.A.A., L.C.A. 


Cost Proof by Accounts 


In dealing with larger contracts, the necessity must inevitably be 
faced of providing some master check on the final production results. 
In this regard, it is of interest to consider the marked progress under 
war-time conditions of the science of cost accountancy. The modern 
factory executive, in attempting to control the manufacture of complex 
items under mass production conditions, finds it quite impossible to 
follow up the cost result of each. It is sufficient for his purpose if the 
factory as a whole is keeping within the bounds of his estimates and 
standards. To provide this check, a standard, based on past experience, 
is set by the factory technical officials for the requisite material, estimated 
time of production and an allowance, if required, for direct factory 
expense. The cost accountant then applies a rate for factory overhead 
calculated to recover a budget of factory expense for a period ahead. 
This is allocated on any one of the usual expense ratios, which may be— 


(a) A machine hour rate. 

(b) A percentage to direct labour cost. 

(c) A rate per hour of direct labour worked. 
(d) A rate per unit, viz., per gallon or pound. 


These pre-determined rates for material, labour and expense are 
incorporated in standard costs for all lines in production, and after 
an appropriate rate for the recovery of administrative expenses is added, 
these costs form a basis of pricing for the use of management and the 
sales executives. As far as factory cost is concerned, the elements 
making up the amount of factory cost can be set up against the actual 
figures incurred in the factory. Naturally this entails some considerable 
organisation, but the results obtained are invariably found to be of 
inestimable value in the control of costs. 

In advocating a system of standard costs (where applicable) for the 
control of costs under Government contracts, I would like to add that 
such a system must be installed and operated as part of the financial 
records of the organisation. In this form, it offers the following advan- 


tages— 
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(1) Complete control of all factory productive operations. If gains 
in labour, material or overhead are revealed, costs are excessive 
or production particularly efficient and adjustments can be 
made accordingly. If losses are shown, the path lies open for 
investigation and rectification. 

(2) Opportunity is provided for the selection of lines of production. 

(3) Facts and figures vary and, in case of dispute, are available for 
Government cost check. This aspect of standard costing alone 
is worthy of consideration if doubt is felt about the installation 
of a suitable system. 

In a “partial” costing system of this nature there are also, of course, 

certain demerits— 

(1) The impossibility of definitely identifying each line in the cost 
set-up. By this is meant the likelihood of one line being over- 
costed at the expense of another. 

(2) The power given to factory production officials to carry out their 
production arrangements with only a limited “blanket” control 
by the executives. 

(3) The possibility of errors in production booking and _ labour 
dissection being accepted as correct and decisions made there- 
from. 

It is perhaps well for me to say now that standard costing cannot 
be applied to each industry. Cost accountancy has, however, some basis 
for cost control in every factory. It may be process costing in this 
industry, departmentalisation in another. The fact remains that the 
financial accounts can be used to control the production costs and 
segregate the various items of loss and profit which disturb the true 
costs. 

The Initial Specimen Cost 

The manner of compiling an actual cost of the contract for submission 
and the use made therein of the costing system TI have outlined ahove 
will serve both as a proof of its usefulness and will also outline the 
requirements of the department regarding detail matter generally. 

On completion of the work, the contractor should submit his cost to 
the investigating officer. The figures must be backed bv all the evidence 
available to show its completeness and correctness. I consider that a 
thorough preparation beforehand of all the detail matter making up 
the cost is essential if the “cost check” is to proceed smoothly. A few 
points may be noted regarding this specimen cost. 

Material—If raw materials are imported, shippers’ invoices and 
landing costs are required. Should raw materials be processed, formulae 
are required and copies are usually asked for. Due allowance should 
be claimed for wastage, evaporation, spoil or other loss, and if cost 
accounts for these items can be produced in proof, the matter will be 
accepted on this basis. Costing figures, if available, relating to mixing 
costs, processing loss and product handled are invaluable in this very 
important aspect of the submitted cost. 

Labour—<Actual expenditures on labour are required and evidence 
in support should be submitted. In the departmental instructions. 
contractors are instructed to allocate a job number to the work to be 
performed under the contract. The compilation of labour figures usually 
involves a considerable amount of clerical labour, but should not be side- 
stepped on this account. Labour data should be clearly linked with the 
actual wages sheets and dissected to show wage rate. overtime. holiday 
and sick pay to the operatives. 
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Expense. —It is in regard to this element of cost that the costing 
system proves its worth. If an efficient system is in operation, incor- 
porated in the financial books of accounts, the work of the costing 
oficer will be simplified as he will simply check the expense rates 
allowed for the various machines and departments in the cost submitted 
to him and ascertain whether these have been under- or over-absorbed 
in the actual costing figures. 

While on the subject of expense, it may be as well to point out that 
certain items normally included in costs are disallowed. To mention 
a few only, the following must be excluded from production costs— 


(a) Taxes, however described. 

(b) Interest on capital. 

(c) Interest on borrowed money. 

(d) Depreciation in excess of income tax rates. 

(e) Advertising, selling expenses and certain travelling expenses. 
(f) Bad debts and discounts allowed. 


Under an efficient costing system, items of overhead are listed and 
carefully compared with budget allowances. These figures are invaluable 
in the process of sorting out items “allowable” and “disallowable” in 
accordance with the rules set out above. 


Full Departmentalisation 


The ultimate in factory cost accountancy, from the point of view of 
seeking accurate costs on any specific order, contract, or class of 
product, is the complete costing system on a departmental basis. This 
is an extension of the method of standard costing advocated above, as 
under the complete system factory production is not credited in total 
but is split into separate departments. The immediate advantage is that 
each section stands or falls on its own efforts and is unaided by its 
stronger neighbours. If its own standard factory production does not 
bear comparison with actual results, the department must reorganise 
or close down. From the point of view of defence costing, the 
paramount feature of departmentalisation lies in the tabulation of all 
costing data relating to individual departments. Figures are calculated 
for material consumption, total labour, and actual expense. Factory 
production in each department is separate and complete. By bringing 
in transfers from other departments and the figures of work in progress 
at the start and the end, a complete picture is provided of each section. 
In the case where one line only is made up, it matters not whether the 
standard cost provided by the factory before commencing production 
now shows a profit or loss. We know the completed production (subject 
to inspection) and this can simply be applied to total cost (after taking 
out items disallowed) and a cost per unit extracted. 

The scheme I have outlined is so simple and thoroughly effective 
that I have no hesitation in advocating it as the most satisfactory method 
in Government costing. This is so obvious that it is only fair to point 
out certain demerits. The actual attainment of costing efficiency to 
complete departmentalisation is not easily achieved. Most costing 
systems have been installed in an established organisation where store 
facilities, for instance, are not adapted to receive and issue to depart- 
ments in accordance with the requirements of this system. Again, the 
recording of factory transfers is most arduous and is subject easily to 
error. The factory layout itself is often unsuitable apart from store 
deficiencies, and this increases the difficulties where it is desired to 
separate departments in the accounting sense. 
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Apart from these deficiencies, the cost accountant will readily decide 
that a complete department is his ideal set-up for cost control and 
should strive to achieve this end. It is perhaps unnecessary to say, 
actual physical separation from other sections of the factory is not 
essential to complete departmentalisation. This is not so, although 
undoubtedly if some boundary is erected control is assisted and 
strengthened. Most factories are laid out without any specific zones 
for their sub-sections, and often the cost accountant has to work on 
theoretical boundary lines between one department and another. 


The Production Control Account 


I do not think I could explain the advantages of a cost centre of 
this kind in any better fashion than to give a pro-forma set of accounts, 
These are set out in tabular form and are posted from the various 
accounts for stock and wages and expense in the cost ledger. The profit 
or loss figure shown is transferred direct to the appropriation account 
and the whole forms part of a double entry system. Stock on hand and 
work in progress is taken physically at the end of each accounting 
period and the correct usage transferred by journal entry. 

Let us assume we are producing “tin hats” in a separate department. 
Certain subsidiary operations, such as cutting the steel into strips, are 
carried out in other departments, but the rest of the work, stamping, 
painting, assembling and testing, is carried out in the new section. 
The following would be an appropriate set-up for the accounts— 


TIN HELMET PRODUCTION ACCOUNT 





January February Total 





Material 
Material Used of .. {£1176 1: £987 4 3 £2163 1 
Dept. Transfers... — 89 [i 8 3 216 
Direct Purchases Used .. 162 3 59 11 10 211 Ll 
Store Sundries ie 12 3 14 111 26 
Work in Progress, Material 127 3 Cr. 36 3 11 Cr. 163 

Labour— 
Direct Wages ; 3074 : 2841 3 ; 5915 
Work in Progress, Labour 334 7 Cr. 190 5 5Cr.| 524 





Prime Cost ae .. | 4042 16 : 3802 12 7845 
Overhead— 
As per Schedule... 987 3 921 1 1908 
Work in Progress, Overhead 94 , 66 3 . 160 





Cost of Production .. | 4935 3 4657 9593 





Production— 
Hats made (net) .. - 30,687 
Prime Cost each .. ie 2/7.62d. 
Overhead each ca “e 6.98d. 
Factory Cost each ne 3/2.6d. 
Standard Cost— 

Material .. ne .. | 1398 12 11 
Labour .. se .- | 2677 14 7 
Overhead, 6d. each < 767 





4843 





Differences (Profit or Loss)— 
Material aie a a 95 
Labour i ve a 62 
Overhead .. wid as 125 


92 
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Criticism and Costs 


This cost check will present no difficulties to the costing officer, 
provided all supporting dockets are in order. He has the whole 
productive set-up in front of him and can immediately proceed with 
his investigation, knowing that these figures have balanced with the 
rest of the financial accounts. He can disregard standard costs and 
proceed to check the actual items. As far as expense is concerned, the 
schedule of items is available for his examination and will be reduced 
by any amounts he does not allow. His corrected total cost, when 
divided by the net output, will provide an allowable factory cost per 
unit. 

As far as management is concerned, the figures provide a wealth 
of information and opportunity for criticism. One pleasing feature is 
the gain on material caused possibly by savings in the use of steel or 
by reduced rejects in production. The labour position has improved in 
the second period and the standard allowance of 6d. per article for 
overhead has proved definitely to be too low. The credit items to work 
in progress are noted, showing increases in stocks and uncompleted 
work. 


Conclusion 


The subject of costing for Defence and Government contracts is one 
that is receiving much attention from thoughtful accountants. The 
war has moved so quickly in Australia, particularly in the last six 
months, that problems arise daily for quick solution or adequate 
treatment. The substitution of raw materials, the rationalisation of 
industry, manpower problems and the conversion of machinerv. are 
some only of the upheavals in cost accountancv which have affected 
contract work. To mention only one major problem, I have only just 
heard of a reasonably sound method of spreading over “civilian” 
output the factorv expense items which are disallowed bv the depart- 
ment. This is effected hy opening an “Annexe Unabsorbed Expense 
Account” in the Cost Ledger and transferring the balance through 
control accounts to the General Ledger for inclusion in general adminis- 
tration charges on non-military work. The general overheads are 
divided also into “absorbed” and “unabsorbed.” and a different rate 
set for the latter. To sav the least for this procedure, it is an indication 
of the research and ingenuity of our profession. 

Accountants must face increasing pressure from all sides in the 
arduous davs that lie ahead and their dutv is clear. Thev owe an 
obligation to management to provide speedier and more diversified 
accounts for criticism and control, and to the war effort their job is to 
Present an accurate, truthful picture of actual results in an unambiguous 
form capable of hearing any investigation and scrutiny. 

To posterity there lies a supreme obligation how to prepare and 
study for the problems that lie ahead. when war contracts shall no 
longer be available and the stern task of reconstruction begins. 
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Book Reviews 


Income Tax Law and Practice 


Butterworth & Co. (Australia) Ltd. have produced a 72 page hand 
book by J. A. L. Gunn entitled ““A Guide to the Income Tax Asseg 
ment Act (No. 2) of 1942.” This represents an introduction to Mm 
Gunn’s new volume “Commonwealth Income Tax Law and Prag 
tice,” which is at present in the hands of the printers. 

It contains the full text of the Act and also of the Income Tax Ag 
(No. 2) 1942, is well illustrated with examples, and gives a lucid 
survey of the provisions of the Act. Accountants will find it mogfl 
useful. Copies are being supplied in a complimentary capacity to subi 
scribers to the main volume, and also to subscribers to Butterw orth’ 


Taxation Service. 


“Income Tax Quiz” 


The Taxpayers’ Association of New South Wales has published fi 
booklet by John M. White and W. Benjamin with the above title. Thi 
is designed to give the employee taxpayer a simple explanation of the 
income tax system, and to assist him in his contact with the Taxation 
Department. 

It is written largely in the form of questions and answers, is fully. 
indexed, and contains many practical examples and specimen letterg 
to the Department. q 

There is an absence of the technical approach usual in books of 
taxation, and it should prove of great assistance to the small taxpayer 
who, in many cases, is not familiar with his rights and duties under the 
Income Tax Acts. 4 

The booklet is obtainable from booksellers or the Taxpayers’ Asso 


ciation in each capital city at 2/6 per copy. " 
tg 
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